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SUBJECT: INFORMAL NON PAPER ON ENERGY COMMISSION AND OIL 
PRICE ISSUE. 

FOR SHINN 

1. PLEASE PASS FOLLOWING INFORMAL PAPER TO LANTZKE TO 
ASSIST SECRETARIAT IN PREPARATION OF IEA PAPER ON OIL PRICE 
ISSUE IN DIALOGUE, AS AGREED AT LAST GOVERNING BOARD MEET- 
ING. PAPER SHOULD BE USED ONLY BY SECRETARIAT ON A NON- 
ATTRIBUTIVE BASIS. 

QUOTE: ENERGY COMMISSION AND OIL PRICE ISSUE. THE INDUS- 
TRIALIZED COUNTRIES SHOULD SEEK TO KEEP ENERGY AND THE OIL 
PRICE ISSUE AS CENTRAL, ALTHOUGH NOT EXCLUSIVE, ELEMENT OF 
THE OVERALL DIALOGUE. HOWEVER, WE DO NOT THINK THAT WE CAN 
OBTAIN -AND SHALL NOT SEEK- A MEANINGFUL POLITICAL AGREE- 
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MENT ON PRICE. OUR HEAVY DEPENDENCE ON IMPORTED OIL GIVES 
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THE PRODUCERS A DOMINANT MARKET POSITION. THEY WILL RETAIN 
THIS MARKET DOMINANCE FOR AT LEAST THE NEXT FEW YEARS, OR 
UNTIL OUR EFFORTS TO SHIFT THE WORLD SUPPLY/DEMAND BALANCE 
FOR OIL BEGIN TO PRODUCE RESULTS. THUS, THEY ARE UNLIKELY 
TO CEDE ANY OF THIS MARKET POWER IN A POLITICAL NEGOTIATION 
AT LEAST NOT UNTIL THEY ARE CONVINCED THAT WE CAN SHIFT THE 
SUPPLY/DEMAND BALANCE IN A MAJOR WAY. 

THEY ARE LIKELY TO USE THE ENERGY DIALOGUE TO PRESS THEIR 
DEMANDS FOR INDEXATION OF OIL PRICES IN ORDER TO OBTAIN 
LEGITIMIZATION OF THEIR MASSIVE PRICE INCREASES OF 1973- 
74 AND TO HELP NEUTRALIZE LDC PRESSURES TO FOREGO FURTHER 
INCREASES. BUT THE PRICE THEY WILL LIKELY BE WILLING TO 
PAY FOR INDEXATION IS VERY LOW, I.E. MAINTENANCE OF REAL 
PRICES. OUR CURRENT ASSESSMENT IS THAT MARKET AND LDC 
PRESSURES, COMBINED WITH THE KEY ROLE OF OPEC MODERATES 
ON THE PRICING ISSUE, WILL NOT PERMIT OPEC TO RAISE REAL 
PRICES VERY MUCH, IF AT ALL.OVER THE NEXT FEW YEARS. 

THEREFORE, UNLESS OUR SUBSEQUENT ANALYSIS INDICATES THERE 
IS IN FACT A MEANINGFUL RISK OF AN INCREASE IN REAL PRICE 
WE CONCLUDE THAT ANY PRODUCER/CONSUMER AGREEMENT NOW ON 
PRICES WOULD BE CONTRARY TO CONSUMER INTERESTS. IT WOULD 
GIVE OPEC THE LEGITIMIZATION IT SEEKS, SET PRECEDENTS FOR 
OTHER COMMODITIES, AND BE REGARDED BY OUR PUBLICS AS 
CAPITULATION TO OPEC MARKET POWER. MOREOVER, THE HISTORY 
OF PRICING AGREEMENTS WITH THE PRODUCERS DEMONSTRATES 
THAT AN OIL PRICE AGREEMENT WOULD ACTUALLY PROVIDE LITTLE, 

IF ANY, EFFECTIVE PROTECTION AGAINST INCREASES IN REAL 
PRICES SHOULD MARKET CONDITIONS SHIFT (E.G. SUBSTANTIAL 
RISE IN DEMAND). 

NEVERTHELESS, WE SHOULD USE THE DIALOGUE TO REINFORCE 
THOSE PRESSURES NOW OPERATING TO CONSTRAIN OPEC'S ABILITY 
TO RAISE PRICES, INCLUDING LDC PRESSURES AND THE GROWING 
PERCEPTION BY SOME OPEC MEMBERS OF THEIR OWN DIRECT STAKE 
IN THE ECONOMIC WELL-BEING OF THE INDUSTRIALIZED COUNTRIE 
THIS WILL REQUIRE CAREFUL AND CONVINCING ANALYSIS IN THE 
ENERGY COMMISSION OF THE LINK BETWEEN OIL PRICES AND 
ECONOMIC GROWTH AND STABILITY. 
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AS THE ENERGY COMMISSION PROCEEDS, WE WILL HAVE OPPORTU- 
NITY TO ASSESS WHETHER SOME SORT OF LOOSELY STRUCTURED 
CONSULTATIVE ARRANGEMENT WOULD BE A USEFUL FOLLOW-ON TO 
THE COMMISSION. SUCH A CONSULTATIVE FRAMEWORK COULD GIVE 
CONSUMERS A NEW MEANS OF MAKING THEIR CASE TO PRODUCERS 
IN ADVANCE OF OPEC PRICING DECISIONS. BUT AGAINST THAT 
POSSIBLE BENEFIT WILL HAVE TO BE WEIGHED THE POLITICAL 
NEED TO AVOID ANY LEGITIMIZATION OF CURRENT PRICES OR 
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FUTURE OPEC PRICING DECISIONS. 

TACTICS: DESPITE OUR SUBSTANTIVE ASSESSMENT THAT IT IS 
NEITHER DESIRABLE NOR FEASIBLE TO SEEK A PRICE AGREEMENT, 

OUR OVERALL APPROACH TO THE ENERGY DIALOGUE MUST TAKE 
INTO ACCOUNT 1) THE EXPECTATIONS OF OUR PUBLICS THAT THE 
PRICE ISSUEWILLBETHE FOCAL POINT OF THE DISCUSSIONS, AND 
2) THE NEED TO AVOID A COMPLETELY PASSIVE POSITION ON THE 

PRICE ISSUE WHICH MIGHT IMPLY AN ABSENCE OF CONCERN. 
THEREFORE, WE SHOULD FOR TACTICAL PURPOSES ENSURE THAT 
THE COMMISSION S WORK FEATURES THE PRICE ISSUE PROMINENT- 
LY. BY MAINTAINING A STANCE FOR LOWER OIL PRICES, IN A 
NON-CONFRONTATIONAL WAY, WE CAN INCREASE POLITICAL 
PRESSURE ON OPEC TO MODERATE ITS PRICE DEMANDS; INDICATE 
IMPLICITLY THE NEED FOR OPEC TO BE FORTHCOMING IN THE 
ENERGY COMMISSION IN ORDER TO MAKE MAXIMUM PROGRESS IN 
THE OTHER COMMISSIONS; AND LATER JUSTIFY OUR INABILITY TO 
GO FURTHER IN THE OTHER COMMISSIONS THAN WE ARE PREPARED 
TO DO SO FOR OTHER REASONS ON OPEC'S UNCOOPERATIVE ATTI- 
TUDE TOWARD OIL PRICES. 

WE WOULD LEAVE OPEN THE OPTION OF DECIDING, ONCE THE 
COMMISSION IS UNDERWAY, TO TAKE A SOMEWHAT MORE AGGRESSIVE 
POSITION ON PRICE IF THAT SEEMS IN OUR INTEREST. WE 
COULD, FOR EXAMPLE, DECIDE TO COUNTER MORE DIRECTLY 
OPEC'S DEMANDS FOR INDEXATION BY MAKING THE CASE FOR A 
SUBSTANTIAL REDUCTION IN CURRENT PRICES IN MORE EXPLICIT 
AND DIRECT FASHION THAN DURING THE INITIAL PROCESS OF 
ANALYSIS. SUCH A DECISION WOULD NOT IMPLY ANY CHANGE IN 
OUR EARLIER CONCLUSION THAT EVEN AGREEMENT TO INDEXATION 
WOULD NOT BE SUFFICIENT LEVERAGE TO OBTAIN OPEC AGREEMENT 
TO A MEANINGFUL PRICE REDUCTION. BUT IT WOULD PERHAPS 
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IMPROVE OUR TACTICAL POSITION VIS A VIS THE DEMAND FOR 
INDEXATION AND COULD MAKE MORE EXPLICIT OUR JUSTIFICATION 
FOR NOT MOVING FURTHER IN OTHER AREAS OF THE OVERALL 
DIALOGUE. 

STRUCTURE OF WORK IN COMMISSION: THE FIRST TASK OF THE 
ENERGY COMMISSION SHOULD BE AN IN DEPTH ANALYSIS OF THE 
WORLD ENERGY MARKET AND THE FUTURE SUPPLY AND DEMAND FOR 
OIL. AS PART OF THIS ANALYSIS, WE WOULD MAKE AND DOCUMENT 
THE FOLLOWING ARGUMENTS FOR LOWER PRICES OR PRICE MODERA- 
TION: -A LOWER PRICE WOULD ASSIST THE INDUSTRIALIZED 
ECONOMIES RECOVER MORE RAPIDLY, INCREASE THE DEMAND FOR 
OIL, AND ASSIST LDCS BY INCREASING DEMAND AND PRICES FOR 
THEIR EXPORTS. 
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-ANY FURTHER PRICE RISE WOULD SERIOUSLY DAMAGE THE 
RECOVERY PROCESS TO THE DETRIMENT OF DEVELOPMENT IN BOTH 
OPEC AND THE LDCS. 

-THE CURRENT PRICE IS MUCH TOO HIGH TO ACHIEVE ANY LONG- 
RUN EQUILIBRIUM IN THE OIL MARKET BETWEEN PRODUCTION 
CAPACITY AND OIL DEMAND, HEIGHTENING THE DANGER OVER THE 
NEXT FIVE TO TEN YEARS OF AN OIL MARKET CRASH, ANDPRICE 
INSTABILITY. 

-THE CURRENT PRICE IS LARGELY RESPONSIBLE FOR THE 
ENORMOUS LDC DEFICITS, EITHER DIRECTLY IN THE FORM OF 
INCREASED COSTS FOR LDC OIL IMPORTS OR INDIRECTLY THROUGH 
INDUCING THE CURRENT WORLDWIDE RECESSION AND THE SLACK 
DEMAND AND FALLING PRICES FOR LDC EXPORTS. 

-EVEN ON THE OPEC RATIONALE FOR INDEXATION OF PRICES TO 
TAKE ACCOUNT OF INFLATION, CURRENT PRICES ARE TOO HIGH 
IF ONE TAKES AN APPROPRIATE BASE YEAR. 

-HIGHER PRICES WOULD REACT UNFAVORABLY ON POLITICAL 
RELATIONS AND ON ECONOMIC COOPERATION EFFORTS WITH OPEC 
COUNTRIES, NARROWING DEVELOPED COUNTRY OPTIONS FOR DEALING 
WITH OUR ENERGY PROBLEMS AND PANDER TO MORE CONFRONTATION- 
AL ELEMENTS AND MILITARISTIC ELEMENTS IN OUR SOCIETIES. 
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NON-PRICE ISSUES: SINCE WE DO NOT EXPECT TO REACH AGREE- 
MENT ON PRICE IN THE DIALOGUE, WE SHOULD DEMONSTRATE A 
CONSTRUCTIVE ATTITUDE TOWARD COOPERATIVE EFFORTS BETWEEN 
PRODUCERS AND CONSUMERS IN OTHER ENERGY AREAS. THIS 
APPROACH SHOULD STRENGTHEN THE HAND OF THE MODERATE 
MEMBERS OF OPEC AND ENCOURAGE NON-OIL LDCS TO CONTINUE 
AND INCREASE THEIR PRESSURE ON OPEC FOR PRICE RESTRAINT. 

IT SHOULD ALSO ELIMINATE THE RISK OF EARLY CONFRONTATION 
OVER PRICE THAT COULD DESTROY THE USEFULNESS OF THE 
DIALOGUE OR LEAD TO A FINAL WEAK AND POLITICALLY UNAC- 
CEPTABLE REPORT OF THE ENERGY COMMISSION'S WORK AT THE 
SECOND MINISTERIAL. 

THUS, IN THE ENERGY COMMISSION WE SHOULD PURSUE, WHERE IT 
IS IN OUR INTEREST, FACILITATION OF THE INTEGRATION OF 
OPEC ECONOMIES INTO OUR FINANCIAL AND TRADING SYSTEMS. 

WE SHOULD CHAMPION JOINT EFFORTS BY THE INDUSTRIAL NATION 
AND THE OIL PRODUCERS TO PROVIDE RELIEF FOR NON-OIL LDCS’ 
ENERGY BURDENS. WE SHOULD ALSO STRESS THE MUTUAL ADVAN- 
TAGE OF COOPERATION IN DEVELOPING NEW ENERGY SUPPLIES TO 
MEET EXPANDING DEMANDS IN THE POST-OIL ENERGY ERA. 

END QUOTE. KISSINGER 
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